REPORT OF THE AUDITOR-GENERAL TO THE GAUTENG PROVINCIAL LEGISLATURE 

AND THE COUNCIL OF THE KUNGWINI LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. [ have audited the accompanying financial statements of Kungwini Local Municipality, which 
comprise the statement of financial position as at 30 June 201 1 , and the statement of 
financial performance, statement of changes in net assets and cash flow statement for the 
year then ended and a summary of significant accounting policies and other explanatory 
information, as set out on pages xx to xx. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and the requirements of the Municipal 
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA), and for such 
internal control as management determines necessary to enable the preparation of financial 
statements that are free from material misstatement, whether due to fraud or error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 (Act No. 
1 08 of 1 996), section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA) and section 126(3) of the MFMA, my responsibility is to express an opinion on these 
financial statements based on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1111 of 2010 issued in Government Gazette 33872 of 15 December 2010. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation of the financial statements in 
order to design audit procedures that are appropriate in the circumstances, but not for the 
purpose of expressing an opinion on the effectiveness of the entity’s internal control. An 
audit also includes evaluating the appropriateness of accounting policies used and the 
reasonableness of accounting estimates made by management, as well as evaluating the 
overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my qualified audit opinion. 
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Basis for qualified opinion 

Revenue 

7. Income from property rates as disclosed in note 18 to the financial statements is based on 
the values as per the valuation roll. The valuation roll was not updated and no reconciliation 
was performed between the valuation roll and the billing system. There were no alternative 
audit procedures that I could perform to obtain reasonable assurance that all property rates 
values were properly recorded. Consequently, ! was unable to obtain sufficient appropriate 
audit evidence to satisfy myself as to the accuracy, completeness and occurrence of Income 
from property rates of R91 567 704 (2010: R113 594 377). 

Consumer debtors 

8. As per paragraph 7 above, there were significant shortcomings that were identified during 
the audit of the property rates valuation and billing system, which raised uncertainties 
regarding the credibility of significant revenue and receivables financial data. Due to the 
significance of the errors and insufficient information as mentioned in the preceding 
paragraph, I was unable to verify the existence, completeness, valuation and allocation of 
and rights pertaining to debtors amounting to R94 632 545 (2010: R26 820 038) as per note 
8 to the financial statements. 

9. 1 was unable to satisfy myself as to the completeness, existence and valuation of indigent 
debtors included in the amounts disclosed in note 8 to the financial statements due to lack 
of documentation. The municipality’s accounting records did not permit the application of 
alternative audit procedures. 


Trade and other receivables 

10. Included in trade and other receivables is an accounts receivable balance relating to 
Mpumalanga Economic Growth Agency (MEGA) of R19 744 887 that does not agree to the 
balance of R50 279 852 per the general ledger. The municipality did not reconcile the 
difference of R30 534 965 between the financial statements and the underlying records. In 
addition supporting documentation for journal entries amounting to R82 618 932 relating to 
the MEGA account were not provided for audit purposes. Consequently, I did not obtain 
sufficient appropriate audit evidence to satisfy myself as to the existence, completeness, 
valuation and allocation of and rights pertaining to this accounts receivable balance, as 
disclosed in note 7 to the financial statements. 

1 1 . The accounts receivable balance that relates to national and provincial government debtors 
which is included in trade and other receivables at an amount of R52 195 209 as per the 
supporting sub-ledger does not agree to the balance of R4 673 968 per the general ledger. 
The entity did not reconcile the difference of R47 521 241 between the financial statements 
and the underlying accounting records. Consequently, I did not obtain sufficient appropriate 
audit evidence to satisfy myself as to the existence, completeness, valuation and allocation 
of and rights pertaining to this balance, as disclosed in note 7 to the financial statements. 
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Trade and other payables 


12. Included in trade and other payables is a balance comprising of suspense accounts totaliing 
R6 510 968 (2010: R6 252 238) as disclosed in note 15 to the financial statements. The 
municipality’s records did not permit the appiication of alternative audit procedures 
regarding the trade and other payables suspense accounts. Consequently, I could not 
obtain sufficient appropriate evidence to satisfy myself as to the existence, completeness, 
valuation and allocation of and obiigations pertaining to the accounts payables suspense 
account balance. 


Opinion 

13. in my opinion, except for the effects of the matters described in the Basis for qualified 
opinion paragraphs, the financial statements present fairly, in ail material respects, the 
financial position of Kungwini Local Municipality as at 30 June 201 1 and its financial 
performance and cash flows for the year then ended, in accordance with SA Standards of 
GRAP and the requirements of the MFMA. 

Emphasis of matters 

14. I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Significant uncertainties 

1 5. As disclosed in note 34 to the financial statements, the municipality is the defendant in 
various law suits. The outcome of these matters could not presently be determined, and no 
provision for any liability that may result has been made In the financial statements. 


Material losses/impairments 

16. With reference to note 45 to the financial statements, the municipality suffered a significant 
water loss of 9 752 679 kilolitres with a value of R44 755 044 during the year under review. 

17. With reference to note 45 to the financial statements, the municipality suffered a significant 
electricity loss of 40 829 565 kilowatts with a value of R9 978 746 during the year under 
review. 

18. With reference to note 24 to the financial statements, material losses to the amount of 
R25 339 840 were incurred as a result of a write-off of irrecoverable trade debtors. 


Irregular expenditure 

19. With reference to note 40 to the financial statements, irregular expenditure of R 139 470 071 
was incurred In the current year, as a result of non-compliance with supply chain 
management regulations. 
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Going concern 

20. The MEC responsible for Local Government and Housing in the province issued a section 
12 notice after the Municipal Demarcation Board had re-determined the municipal borders. 
The section 12 notice effectively disestablishes the municipality and incorporates the 
municipality under a newly established City of Tshwane Metropolitan Council effective from 
the local government election held 18 May 201 1 . In terms of notice 1205 of 2010 the 
financial, operational and administrative affairs of the municipality will remain in force from 
the date of disestablishment until the 30 June 2011. The municipality in its current form 
therefore ceases to exist from 30 June 2011. 


Additional matters 

I draw attention to the matter below. My opinion is not modified in respect of this matter: 

Unaudited supplementary schedules 

21 . The supplementary information set out on pages 60 to 69 does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules 
and, accordingly, I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

22. In accordance with the PAA and in terms of General Notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010. I Include below my findings on the 
annual performance report as set out on pages xx to xx and material non-compliance with 
laws and regulations applicable to the municipality. 


Predetermined objectives 

Usefulness of Information 

23. The reported performance information was deficient in respect of the following criteria: 

• Consistency: The reported objectives, indicators and targets are not consistent with the 
approved integrated development plan 

• Relevance: There is no clear and logical link between the objectives, outcomes, outputs, 
indicators, and performance targets. 

• Measurability: The indicators are not well defined or verifiable, and targets are not 
specific, measurable, or time bound 

24. The following audit findings relate to the above criteria: 

Reported Indicators and targets are not consistent when compared with the planned 

indicators and targets 

Reported performance against predetermined indicators and targets is not consistent with 

the approved strategic and integrated development plan. 
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Planned and reported targets are not specific, measurable and time bound 

For the selected objectives, all of the planned and reported targets were not: 

• specific in clearly identifying the nature and the required level of performance; 
o measurable in identifying the required performance; 

• time-bound in specifying the time period or deadline for delivery. 

Planned and reported indicators are not well defined 

For the selected objectives, all of the planned and reported indicators were not clear, as 
unambiguous data definitions were not available to allow for data to be collected 
consistently. 

Planned and reported indicators are not verifiable 

For the selected objectives valid performance management processes and systems that 
produce actual performance against planned indicators do not exist for all of the indicators. 


Reliability of information 

26. The reported performance information was deficient in respect of the following criteria; 

• Validity: The reported performance did not occur and does not pertain to the entity. 

• Accuracy: The amounts, numbers and other data relating to reported actual performance 
have not been recorded and reported appropriately. 

• Completeness: All actual results and events that should have been recorded have not 
been included in the reported performance information. 

27. The following audit findings relate to the above criteria: 

The validity, accuracy and completeness of reported performance against targets 
could not be confirmed as no supporting source information was provided 

For the selected objectives, the validity, accuracy and completeness of 66% of the reported 
targets could not be established as sufficient appropriate evidence could not be provided. 


Compliance with laws and regulations 
Strategic planning and performance management 

28. The accounting officer of the municipality did not by 25 January assess the performance of 
the municipality during the first half of the financial year, taking into account the 
municipality’s service delivery performance during the first half of the financial year and the 
service delivery targets and performance indicators set in the service delivery and budget 
implementation plan as required by section 72(1) (a) (ii) of the MFMA. 


5 



Annual financial statements, performance and annual reports 

29. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122(1) of the MFMA. Material misstatements of 
assets, liabilities and disclosure items identified by the auditors were subsequently corrected, 
but the uncorrected material misstatements resulted in the financial statements receiving a 
qualified audit opinion. 


Audit committee 

30. The audit committee did not function as required by section 166 of the MFMA in that the audit 
committee did not: 

• meet at least four times a year; 

• consist of at least three persons with appropriate experience; 

• fulfil its advisory role to the municipal council, accounting officer, municipality's staff and 
management for the current financial year; 

• review the internal audit reports including findings and recommendations; 

• advise the municipality or follow up on the internal control deficiencies raised in the 
prior year management report; 

• review the effectiveness of the internal audit unit; 

• advise the municipality on issues of compliance with applicable legislation; 

• advise the municipality on risk management. 

31. The performance audit committee did not perform the following as required by Municipal 
Planning and Performance Management Regulation 14: 

• review the quarterly reports of the internal auditors on their audits of the performance 
measurements of the municipality; 

• review the municipality’s performance management system and make 
recommendations in this regard to the council of the municipality; 

• submit an auditor’s report to the council regarding the performance management 
system at least twice during the financial year. 

internal audit 

32. The internal audit unit did not function as required by section 165(2) of the MFMA, in that 
internal audit did not: 

• report to the audit committee on the implementation of the internal audit plan; 

• advise the accounting officer and report to the audit committee on matters relating to 
interna! audit, internal controls, accounting procedures and practices, risk management 
and loss control. 

33. The internal auditors of the municipality did not audit the performance measurements on a 
continuous basis and did not submit quarterly reports on their audits to the municipal manager 
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and the performance audit committee as required by the Municipal Planning and Performance 
Management Regulation 14. 


Procurement and contract management 

34. Goods and services with a transaction value of between RIO 000 and R200 000 were 
procured without obtaining written price quotations from at least three different prospective 
providers as per the requirements of supply chain management (SCM) regulations 17(a) and 
(c). 

35. Goods and services of a transaction value above R200 000 were procured without inviting 
competitive bids as per the requirements of SCM regulations 19(a) and 36(1). 

36. The preference point system was not applied in all procurements of goods and services above 
R30 000 as required by section 2(a) of the Preferential Procurement Policy Framework Act of 
South Africa, 2000 (Act No.5 of 2000) and SCM regulation 28(1)(a). 

37. The performance of contractors or providers was not monitored on a monthly basis as 
required by section 1 16(2)(b) of the MFMA. 

38. The contract performance measures and methods whereby they are monitored were 
insufficient to ensure effective contract management as per the requirements of section 
116(2)(c) of the MFMA. 

39. Construction contracts were awarded to contractors that were not registered with the 
Construction Industry Development Board and did not qualify for the contract in accordance 
with the prescripts of the Construction Industry Development Board. 

40. Awards were made to providers who are persons in service of other state institutions in 
contravention of the requirements of SCM regulation 44. Furthermore the providers failed to 
declare that they were in the service of the state as required by SCM regulation 13 (c). 

Human resources management and compensation 

41. Senior managers directly accountable to the municipal manager did not sign annual 
performance agreements for the year under review, as required by sections 57(1)(b) and 
57(2)(a) of the MSA. 


Expenditure management 

42. The accounting officer did not take reasonable steps to prevent irregular and fruitless and 
wasteful expenditure, as required by section 62(1) (d) of the MFMA. 

43. Money owing by the municipality was not always paid within 30 days of receiving an invoice or 
statement, as required by section 65(2)(e) of the MFMA. 

Revenue management 

44. A credit control and debt collection policy was not implemented as required by section 96(b) of 
the Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) which resulted in a 
substantial amount of money being long outstanding as at 30 June 201 1 . 
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INTERNAL CONTROL 


45. In accordance with the PAA and in terms of General Notice 1111 of 2010, issued in 

Government Gazette 33872 of 15 December 2010, I considered internal control relevant to my 
audit, but not for the purpose of expressing an opinion on the effectiveness of internal control. 
The matters reported below are limited to the significant deficiencies that resulted in the basis 
for qualified opinion, the findings on the annual performance report and the findings on 
compliance with laws and regulations included in this report. 

Leadership 

• The accounting officer did not exercise oversight responsibility over financial and 
performance reporting as financial statements were subject to material amendments, 
and the monitoring controls to ensure the proper implementation of the overall process 
of planning and reporting on predetermined objectives were insufficient . 

• The accounting officer did not implement effective HR management to ensure that 
sufficient skilled resources are in place and that performance is monitored. The 
municipality is dependent on the use of consultants with regards to financial reporting. 


Financial and performance management 

• Management did not implement proper record keeping as can be evidenced from the 
audit qualification paragraphs and also that the annual performance report was not in 
all cases supported by evidence. 

• The financial statements were not accurate and complete and were subject to material 
amendments. This was as a result of inadequate review by senior management prior to 
the submission of the financial statements for auditing. 

« The accounting officer did not review and monitor compliance with all applicable laws 
and regulations, and non compliance could have been prevented had compliance been 
properly reviewed and monitored. 

Governance 

• The accounting officer did not ensure that there is an adequately resourced and 
functioning internal audit unit that identifies internal control deficiencies and 
recommends corrective actions effectively. 

• The accounting officer did not ensure that the audit committee promotes accountability 
and service delivery through evaluating and monitoring responses to risk and providing 
oversight on the effectiveness of the internal control environment including financial and 
performance reporting and compliance with laws and regulations, 

OTHER REPORTS 

Investigations 

46. Investigations are in progress against former and current employees covering areas of alleged 
supply chain management irregularities, fraud and financial misconduct. 
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Johannesburg 


30 November 2011 



AUDITOR'GEMERAL 
SOUTH AFRICA 
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The reputation promise of the Auditor-Genera! 


"The Auditor-General has a constitutional mandate and, as the Supreme Audit Institution (SA!) 

of South Africa, it exists to strengthen our country’s democracy by enabling oversight, 
accountability and governance in the public sector through auditing, thereby building public 

confidence.” 


The mission statement informs the content of the Public Audit Manual (PAM) by recognising that the 
audits conducted by the SAI of South Africa are unique due to its mandate. This mandate includes 
responsibilities in terms of laws or regulations that go beyond generally accepted practice of the 
auditor’s responsibilities in the audit of the financial statements. 


These responsibilities include: consideration of issues such as public interest; accountability; probity; 
effective legislative oversight, In particular as concerns compliance with law, regulation or other 
authority; performance against pre-determined objectives; and economic, efficient, and effective 

procurement of resources. 


The ultimate goal of the audits is to strengthen the South African democracy. 



Auditor’s report of the Auditor-General to 
the Gauteng Provincial Legislature on the 
Kungwini Local Municipality ended 
30 June 2011 



